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Ms. Mary Rupp, Seeretén‘y of the Board
. National Credit Union Ad.tmmstrauon -
© 1775 Duke Street o
Alexandria, Virginia 22314-3428

' RE Comments on Adva.nc:e Notu:e of Proposecl Rulemalcmg related to Part 71 5
AN PR Supemsory Committee Audits

The infb_ﬁ'natlc_:n below are the responses to the ques_tions raisecl on the Advarir.‘,e Noﬁce of Proposed Rulemakil_lg.

‘ Issues for Comment :
A. Internal Control Assessment and Attestanon

Response to Questlon 1.

‘The reference in the Advance Notice of Pmposed Rulemalang to the Sarbanes- Oxley Act, Wlnch reqmres aII public.

compames “to obtainan “attestation oninternal contrals” overﬁnanmal reporting, hasabsolutely norelevance to federal

- ar state-charterecl credit unions fora number of reasons, not to mention the obvious. fact that they are not Pubhc

* : 'compames The Sarbanes-Oxley Act was a political reaction to the failures of several large compames who fraudulently

misstated their ﬁnanmal statements resultmg n shareholder losses w]:uch would have occurred sooner had the Eraud not

" accurred.

f Interﬁal controls in large credit unions (essets in excess of $500 million) are reviewed a.nﬁuaﬂy .by the credit

union's external auditor who must perform an assessment of internal controls in the Pla.nnmg phase of an audit, .
Adchtlonall)r, a eredit union has the additional cwermght of the National Credit Union Administration examiners. Any

' requirement to expand the scope of an external audit to include an “attestation of internal controls” will significantly .

*increase audit cost without prowdmg any added benefit. Furthermore, there would also be additional cost in -

: developmg management assertions related to internal controls if the crecht union does not have experuse mternally

- to document those assertlons

- The risk ass'ociated with financial statem ent misstatement is lower with credit unions considering there is generally no

undue pressure to misstate financial mformatlon tosustain stock value for shareholder or income tax i issues, since there _
are no shareholclers and typ1ca]ly e mcome tax to pay.

Fma]ly, thére is no rational reason to lump the cred.lt umion mdustry in with public and non- pubhe banks as it relates

- .to the Act. The overriding issue appears to be that the other supemsmg agencies are domg this so it must be
. something that the Nauonal Crecht I_Imon Ad.mnnstranon should requlre That, in :Lnd of 1tself should not be a

conmderatlon

‘ Response 0 Quesuon 2

BT e e

There has been no publicized recent failure of a large institution; therefore the implementation of t}ns requirement
seemsmore. a political feel good issue rather than one of substance However, should sucha requirement be instituted,
a la.rge threshold of $5 billicn would allow the mdustry to test the effectiveness of such a requirement. Larger credit

" unions should have the ability to absorb the additional cost associated with this process and once Implemented should
it prove effecuve and helpful the threshold could be modified at that Hme.,
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Response to Questlon 3

Corporate Credit Union'sand natural Person credit unfon’s shou]dbe on equal footl.ng As I reca]l the last large crecht .
~ union to be hqmdated wasa corpomte credlt union. :

. Response to Questlon 4

. Reqmrements should mdude all types .of Eina.ncml I'BPDI'thg Whlch would include the annual aucht and regulatory '
reportlng . . ) K

'Response to Queshon 5 ' : - :
'The same auditor should be aIlowed to perform both the ﬁnancral statement audit and the “attestation on mternal
controls” over finaneial reportlng ‘Additionally, external auditors must assess the effectiveness of controls in pIanmng
‘their audit; therefore, it would be effective to allow the same auditor to perform both services. This fact that the same
auditor may perform both servu:es is set forth in AT 501 Reportmg on on Entities Internal Cantru] over Financial Repartmq

Response to Question 6

It should be done annually. The ratlonale for an a.n.nual attestatlon is to ensure that management's contro] assertions
~arein place as-of that Pomt in time. :

. Response to Queshon 7

- Ifsuch a requirement is mstltuted the effecuve date of such a Prowsmn should allow sufficient time for a r:recht union
~ to document management assertions. Provulmg an effective date for the fiscal penod begmmng on January 1, 2007
should a]low sufﬁcnent time to resPond adequately to new requarements

‘B. Standards Governmg Internal Control Assess_ments a1_1d Attestatlons R . . I

~ Response to Questlon 8 : , : : :
' This is a eomphcated queshon however my Preference would be that the AICPA’s rewsed AT 501, Regamng on-an

" Entities Internal Control over Fmancxa] Regnrtmg be applicable to such engagements The mere apphcaton of PCAOB's .
- standard to non-public companies Would seem to suggest that all PCAOB's requirements should apply toall cred.lt unions
over the selected dollar threshold. While there are other reasons, the appearance that certain institutions may fall under

the overmght of the PCAOB should be a determmmg factor in reql.unng certain CI'Edlt union’s to use the AICPA
standard ' D

Response to Quesuon 9
' Credtt umons should be a]lowed ta choose its own standard within the ﬁ'amework of existing literature.

. C. Qualification_s of Supervisory Committ_ee Members_ ;

' _ Response to Questlon 10 : :

: While it would be advisable to require credit unions to have Supervlsory Committee members w1th experience with
ﬁnanmal institutions, itis not practical given the fact that unlike a bank’s board or audit committee members, Supervisory.
Committee members cannot be compensated. This in itself eliminates a large number of highty competent potential
volunteers. However the reqm.rement to obtam .education through seminars and conferences helps to enhance a
Comxmttee rnember s lmowledge and ParthlPatlDIl in credlt union related toplcs and lssues

Response to Question 11
* Thave no opinion on this question.
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Response to QUESthn 12 &13 -

Given the overview of a Board of Directors a.ncl management it is unlllcely a Supervlsory Cornmlttee members
-relationship with a cred.tt union member could have any mgmﬁca.nt adverse effect on the credit union.

Credit unions do have dlﬂiculty in recrmnng and retalnmg Superwsory Committee members clue to the uncompensated

and burdensome ﬁclumary responsﬂ)ﬂlty they have when they aceept the posﬂ:Lon
) D._ Independence of State—L_l,censed, Compensated Audl_tors_ -

Response to Quest:.on 14 - '
- Requirements to AICPA’s stanclards are sufficient as it relates to erecllt unions which are not- ~for-profit entities. The
SEC’s requirements are more applicable to for-profit, stock corporations and are relevant to those types of entities.

. E. Audit Opinions, Reports and Engagements

”Response to Question 15
A balance sheet audit may provide some level of assurance to regulatory agenmes Boarcls of Directors and Supervisory
Comniittee members, but itis not a substitute for an audit of an entity’s financial statements. Ifitista be retained, the
asset thresholcl for wluch it would continue to be an option should be reduced"S'iO million or less

_ .Response to Quesnon 16

* The Supervisory Committee audit gu.u'le could be aPPhed to small credit unions (uncler 510 mthon) but is of little use
in complex oPeranons which are beeommg more Prevalent in even small credit unions. - '

Response to Question 17, 18, 19, and 20 -
~ If a Credit Union obtains an- audit of its. financial statements there should be a requirement to forwarcl a copy of all
-commumcanons from the CPA to NCUA within four months of the audit date with a waiver available due to unusual
. circumstances. Fu.rthermore, general practice should require the CPA to review the report and any findings with the
Super\nsory Committee and the Board of Directors at the conclusion, of the aucht therefore tlley would be re\rlewed
by the Commlttee prior to them bemg forwarcled to NCUA

. Response to Quesnon 21

It would be advisable to have the credlt union nonfy the NCUA of an auditor's dismissal or remgnetlon since it may have _
some beanng on other credlt 1nions the auchtor may perform services for. The mere eha.nge in auditors should not he
a rePortable Issue

' Response to Question 22

A Credit Umon shoulcl not enter into an engagement Wlth a CPA that 1 requires the engagement letter to mclucle llablllty
limits. : ‘ .



